This research explores the utility of using strategic indicators to track the performance of the Bank of Russia. This approach is used in international practice and has demonstrated its positive effect. Nowadays, the Bank of Russia has introduced one key indicator, the size of inflation, which has proven to be highly effective in terms of policy implications. This article argues that this approach could be extended to other strategic areas like banking regulation, financial regulation, and oversight of the national payment system, and offers ideas on improving the approach for a given target purpose. Second, the article demonstrates the potential utility of such an extension by focusing on financial stability. An empirical model of banking stability is developed based on factors originating in both the external and internal environment of the Bank of Russia. The results of the model suggest that a number of factors contribute to stability, which in turn suggests that the strategic indicators approach can play a useful role in this area.
Introduction
This research examines prospects for strategic indicators implementation in central banking. Central Banks play a crucial role in supporting financial stability.
At the same time, they often fail to carry out their operations in the right way partly because large areas of central banks' activity are different for each particular central bank (Heikensten, 2003) . Control in central banking is significant for decreasing the negative impact of financial contagion (Castiglionesi, 2007) . That is why several international standards, like the Principles for financial market infrastructure (BIS, 2012) , have been introduced. These standards accumulate the international experience on financial regulation and transform it into principles.
These principles are used to assess the relevance of national financial regulation.
At the same time, the existing standards do not provide a full instruction to performance evaluation by central banks. In order to meet this challenge each central bank should introduce its own national regulation rules. In Russia, the evaluation is done by the Internal Auditing Department in the process of preparation of the Annual report. The Bank of Russia is focused on several significant areas, including support of financial stability (Gosudarstvenaya Duma, 2002) . In pursuit of this goal the Bank of Russia uses various instruments in the sphere of banking regulation, monetary policy etc. At the same time, there is no approach to how to evaluate the overall effectiveness of the tools in use and improve the work of departments in charge. Nowadays, the creation of necessary methodology could improve the Bank of Russia's governance and increase its effectiveness through the introduction of an efficiency evaluation system.
To solve this task it is possible to use the strategic indicators approach that is widely used in international practice. Strategic indicators have been implemented in the United States and some European countries. The implementation of strategic indicators is aimed at achieving a result (Breul, 2006) . If a government wants to draw attention to a significant national problem, it should use a strategic indicator to meet the existing challenge. In international practice, there are central banks that 
Literature review
The Principles for financial market infrastructures introduce recommendations to Central Banks on questions of regulation, supervision and oversight (BIS, 2012) . The document lays down the general principles of meeting various economic challenges through interaction with various finance institutes.
The efficient activity of the Central Bank can support financial infrastructure development. At the same time, BIS offers no specialized recommendations or methodology for improving and evaluating the Central Bank's efficiency and effectiveness. Complexity and large institutional difference prevent the creation of a single international standard. Some documents draw attention to one area of central banking: such as governance and financial stability (Ingves, 2011) . But they also summarize the high level of difference in the operational activity of central banks. First of all, the Central Bank has a combination of objectives and soft budget constraints (Blix, Daltung, & Heikensten, 2003) , which are different for a particular central bank. This difference raises the costs of working out a generalized standard of central bank activity.
Second, the Central Bank's functioning depends on the internal environment in a country where the Central Bank is located (Hasan & Mester, 2008) . That is why the Central Bank needs to pursue its own national policy in various areas by using a particular approach. Central Banks apply various international practices, which they often adapt to national standards. (FED, 1997) The last report does not cover specific indicators. However, it does contain a detailed description of realized activity that could be described as quality performance indicators (FED, 2017) . European central banks also use strategic planning in their practice (Central Bank of Ireland, 2016) . The implementation of the following strategic plans helps to determine the responsibilities of central banks.
The Bank of Russia could also do with some strategic planning. In practical terms, it means that the Bank of Russia should add a process approach, which can find a practical application, to its practical activity (Rudko-Selevanov, Lapina, & Unak, 2014) .
The implementation of strategic indicators means a choice of highlyorganized purposes. The Bank of Russia can use the provisions of the existing Russian law (Gosudarstvenaya Duma, 2002) for defining these strategic purposes, which are aimed at:
-protecting and ensuring the stability of the ruble; -developing the Russian banking system; -supporting stability and developing the national payment system; -developing the Russian financial market; -supporting the stability of the financial market.
At the second stage each department should re-direct its activity at achieving a particular strategic purpose (table 2) . It should also determine what strategic purpose it could achieve through its activity. After that the department in charge should also define the main general purposes in the area of its responsibility.
Their achievement could eventually lead to the achievement of strategic purposes.
Strategic purposes could certainly be achieved through practical activities. General purposes are for long-term prospects. That is why in order to be able to exercise the up-to-date control any Central Bank needs to set its annual objectives.
The central bank structure can have a significant impact on policy achievements. It could produce a negative impact on achieving the policy tasks (Hasan & Mester, 2008) . Therefore, the responsibilities should be clearly defined while the suggested approach will help to reduce the negative effect. It should be noted that it is extremely difficult to achieve strategic purposes, which are designed to further develop and define the responsibilities of the Bank of Russia in practical terms.
The General Purpose can be defined on the basis of the national law and internal memorandums of departments. In our example, the National Payment System Department is responsible for supporting stability and developing the national payment system. For the purpose of launching the necessary activity the National Payment System Department could define the organization and support of the smooth functioning of the payment system as its purpose (Bank of Russia, 2012). The next step to be taken by the National Payment System Department is to suggest the main objectives (activities) that should be achieved during the year.
This approach correlates with the FED strategic plan (FED, 2017) .
In our case these objectives could be:
1) To prepare a report on the national payment system oversight;
2) To prepare national regulation on the smooth functioning of the payment system etc.
The National Payment System Department should also suggest possible indicators for evaluation. The Department in charge at the Bank of Russia should choose the most suitable indicator to evaluate how the suggested objective has been achieved. In practical terms, this function is performed by the Financial Technology, Projects and Process Management Department (Bank of Russia, 2017). It also is dedicated to evaluate the target achievement and the effectiveness of the National Payment System Department. At the last stage the department is also supposed to implement the suggested indicator in the determined objective (formalized task in terms of indicator). This formalized task should be fixed in official documents such as a strategic plan, for example. The following approach is also used in the U.S.
practice (Beasley, Branson, & Hancock, 2010) . As a result, the Bank of Russia will get a real opportunity to prepare a Strategic plan that could improve the effectiveness of its work and make its operations more transparent. The implemented strategic indicator will help to assess the level of objective achievement and evaluate the effectiveness of each structural division responsible for achieving the strategic purpose.
Finally, it should be noted that the Bank of Russia faces a huge challenge of assessing the co-integration of its activities. Some researchers assess the correlation between the used instruments and their influence on each area of central bank activity. For example, how monetary policy tools could affect the banking supervision (Ioannidou, 2005) ? As it was mentioned earlier, the Bank of Russia choses the inflation rate of 4 % as a target. The Bank of Russia has several instruments at its disposal. They include the key rate regulation, collateral requirements introduction, limits on the monetary policy instruments, mandatory reserves, etc (Bank of . At the same time, it is necessary to understand that the number of banks could also affect the inflation rate because they create a demand for the Central Bank's liquidity (Shubik & Tsomocos, 2002) .
They have a demand for liquidity, and so the bank regulation in that sphere could affect the target achievement.
Secondly, it is necessary to create a clear methodology of how to organize the strategic plan achievement. Strategic purposes should be achieved. That is why it is necessary to fit the parameters of the Bank of Russia instruments into the key rate for example. The general mechanism has not been formalized nowadays.
To meet this challenge it is necessary to introduce a two-step modeling approach. The Bank of Russia should set the target as the first step. This target could be represented as an index that consists of several variables. The target could be taken from the strategic plan. After that the Bank of Russia needs to introduce an econometric model to assess the influence of internal activity on the target achievement. The central bank activity also depends on internal and external environment, which should also be assessed (ISO, 2009) . After that the model should be included in the Bank of Russia external policy tools oriented at external environment. Thus, the dependent variables in the model are the internal parameters for the Bank of Russia tools while the external variables reflect macroeconomic tendencies.
In order to test these ideas it is necessary to create an econometric model to assess the target on financial stability purpose. To simplify the task like a strategic purpose it is possible to choose the banking stability indicator. The suggested model represents the achievement of financial stability purpose. In practice, the monetary policy, the payment system and other objectives should also be taken into account. Now it is difficult to carry them out due to the data lack. According to international experience, financial stability could be analyzed from the point of view of banking stability (Bank of England, 2016) . Central Banks often use macroeconomic parameters to examine banking stability. In practice, economists often estimate the financial stability of a particular bank. For that purpose some researchers use CAMELs indicators that are based on financial indicators of banks (Cole; Gunter, 1998) . The further development in this area has demonstrated that macroeconomic environment and banking sector trends should be taken into consideration (Demyanyk & Hasan, 2010) . At the same time, little research has been done to study the role of the Central Bank in supporting financial stability.
These ideas should be tested by using a particular model.
Data description & Empirical strategy
The elaborated econometric model examines the Bank of Russia activity in terms of supporting financial stability. It represents the reduced form of strategic modeling. In fact, this approach should be developed for all the main Bank of (Mester, 2003) .
In our example the Bank of Russia regulates the banking system stability. So there are three groups of factors that influence the financial stability: the external and internal environment factors that determine that banking stability. The third group of factors is the Bank of Russia instruments. In the area of banking system it is possible to get the case of strategic default. In case the penalty for default is small, bank could decide to make a strategic default. So the interaction could move into inefficient distribution (Shubik & Tsomocos, 2002) ). Thus the Bank of Russia, through it's instrument helps to achieve better result 2 . It could introduce rules for banking system to escape the strategic default case. So the Bank of Russia variables were combined into a single group. The external environment variables are not directly connected with the banking sector, but influence it's tendencies.
The internal variables represent the institutional feature of banking sector. Thus, our example includes three groups of the following variables:
The external environment variable that estimates the middle month exchange rate for the dollar (MIDDLE_MONTH_EXC), which represents the 22 More about strategic bankruptcy and strategic game you could read in (Levando, 2012) external environment. This external environment, which is out of the Bank of Russia control, could dramatically affect the banking sector stability. In practice the external environment could be increased by adding GDP, FDI flows, etc (Betz; Oprica; Peltonen; Sarlin, 2014). The middle month exchange rate for the dollar has been chosen because of the high influence of currency price on the Russian banking sector (Pozdishev, 2015) . KEY_RATE_TARGET -is the key rate in the period of inflation targeting.
This mixed variable has been chosen because inflation targeting has a greater impact on the economy. Thus, the key rate without inflation targeting is less effective. Furthermore, it was chosen because the Central Bank has a trade-off between managing banking stability and supporting inflation targeting (Sokolova, 2015) . It helps to analyze how monetary policy responsibilities affect the central bank's role as a bank supervisor (Ioannidou, 2005) . The suggested variables help to estimate the influence of monetary policy instruments on the banking stability purpose achievement.
It should be noted that the concept of external and internal environment is Table 3 shows summary statistics for the sample. The average size of banks that lose licenses is about 5. But the maximum amount is equal to 17, so we could summarize the existence of a real break in the banking system stability. This proves our ideas on factor determination of variables that influences the banking financial stability. The constructed data is sufficiently robust. There are no statistical outliers. Thus, the following data could be used for further analyses. (Betz; Oprica; Peltonen; Sarlin, 2014) .
However, it is not the main purpose of our work. We believe that we could describe the variables that have the positive influence on the financial stability.
Positive effects on financial stability:
These effects show that an increase in the leverage size leads to greater financial stability. The result is correlated with the theory of leverage cycle (Geanokoplos, 2009) . The operations of banks are much more collateralized, thus they propose greater stability. The following effects could also be achieved by increasing the average normative ruble. So, one Bank of Russia tool has a positive impact on the strategic purpose. The increase in the national mandatory reserves leads to financial stability. This could be connected with the decrease in the structural liquidity size (Rule, 2015) . As a result, it decreases the amount of speculations with Russian liquidity.
The result on leverage significance is important for international regulation.
After the global crisis, new approaches to commercial banks regulation were developed. To meet the international needs the Bank for International Settlements has created a special document on leverage ratio (BIS, 2014) . But the effectiveness of this indicator is a discussion point. Our results demonstrate the significance of this parameter for the Russian banking system. Through regulation and the target size of leverage the Bank of Russia could increase the stability of the banking system.
Negative effects on financial stability:
An increased bad debt (PROSROCHKA) can decrease financial stability. An increase in the average normative foreign exchange leads to breakings in financial stability. So it is necessary to understand the cause of this effect. The result on bad debt is understandable. Its increase demonstrates negative fluctuations in the national economy. The result on foreign mandatory reserves is also understandable.
Initially, this instrument was used to pursue a monetary policy. Therefore, it is oriented on achieving price stability . But our result demonstrates that it counters with the purpose of supporting financial stability.
These results prove our idea that contradictions exist in central banking. To regulate them it is necessary to create a general econometric model for the functioning of central banks.
After bringing the full econometric model in line with the general purpose, the Bank of Russia could fix the predicted size of the external variable (bad debt) and introduce minimum changes to the average normative ruble to achieve the target on financial stability. The same kind of operation could be done with all the other variables that have a negative effect. After that it is possible to create a single model to evaluate the financial stability purpose achievement.
As a result, the Bank of Russia gets an opportunity to achieve the target purposes by using the above-mentioned econometric model. But a sharp change in one parameter of the Bank of Russia tools could decrease its effectiveness and create shocks similar to the dramatic increase of the key rate in 2014 (RBK, 2014), for example. The question is if the Bank of Russia can achieve the necessary purpose without shocks. I suggest that it can, if all the possible instruments are cointegrated for the purpose of achieving the target. As a result, the Bank of Russia could change the parameters for several instruments without causing shocks. At this stage, it is possible to use Matcab to introduce minimal changes in the parameters of external tools (solve optimization task). For example, to achieve financial stability it is possible to make a big change in the key rate or several changes in the mandatory reserves. So when the Bank of Russia gets the necessary coefficients it will be able to solve an optimization task minimally by making minimal changes to the Bank of Russia policy parameters.
The main challenge this work is going to face is how to fit the normative regulation of central banks into the econometric model. The FED strategic plans include the description of the possible changes in law regulation, expected reports etc. This regulation is significant, because it sets the boundaries for banking activity. But these boundaries are hard to be implemented. The following result proves the ideas on macroeconomic variables inclusion suggested in the approaches on individual default prediction (Betz; Oprica; Peltonen; Sarlin, 2014) . Generally, the following approach gives the reason for internal and external analyzes of environment. The Central Bank could fix the environmental variables and manage the parameters of their tools to achieve its purposes.
Conclusion
The research also suggests a practical approach to strategic indicators implementation in the Bank of Russia. According to international experience, a strategic plan helps to increase the effectiveness of central bank policies. Strategic planning is used by different central banks. It helps to make the central bank policy more transparent. To raise the efficiency of the Bank of Russia departments a twostep approach aimed at avoiding shocks from changes in the Bank of Russia policy parameters has been suggested. So it could help to achieve all the purposes of the Bank of Russia activity. Possibly, the ideas of this research could find some practical application. As a result, the Central Bank will have an opportunity to solve operational tasks connected with reports preparation and meetings' organization. Also, it would be able to coordinate different policy tools. As for international practice, the suggested approach is in process of development. So the research helps to answer how to create a connection between real operational tasks and different policy parameters.
The analysis limit is linked to the data lack. For the large model construction, it is necessary to use daily data information like overdraft size etc. The model based on daily data will provide the practical instrument on Central Bank effectiveness estimation. The application of the econometric modelling approach makes it possible to create a single econometric model for all central bank activities. At the same time, in practice the data lack makes it necessary to create a particular model for every strategic direction. This article is focused on supporting financial stability. The result correlates with the main research areas on the Central Bank role in supporting financial stability. Another research in this area should examine monetary policy, banking regulation and the payment system functioning.
Every national Central Bank could use the suggested approach. Therefore, the results of this research could be used to create international standards of central bank functioning.
